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The Producer Price Index (PPI) measures average
changes in selling prices received by domestic pro
ducers for their output. Most of the information used

in calculating producer price indexes is obtained through
the systematic sampling of virtually every industry in the
mining and manufacturing sectors of the economy. The PPI
program (also known as the industrial price program) in-
cludes some data from other sectors as well—agriculture,
fishing, forestry, services, and utilities—gas and electric-
ity. Thus the title “Producer Price Index” refers to an entire
“family” or system of indexes.

As of January 1996, the PPI program contained:

• Price indexes for approximately 500 mining and manu-
facturing industries, including over 10,000 indexes for spe-
cific products and product categories;

• Over 3,200 commodity price indexes organized by type
of product and end use;

• Nearly 1,000 indexes for specific outputs of industries
in the services sector and other sectors that do not produce
physical products; and

• Several major aggregate measures of price change or-
ganized by stage of processing, both commodity-based and
industry-based.

Together, these elements constitute a system of price
measures designed to meet the need for both aggregate in-
formation and detailed applications, such as following price
trends in specific industries and products.

Measures-or indexes-of price change classified by in-
dustry form the basis of the program. These indexes reflect
the price trends of a constant set of goods and services which
represent the total output of an industry. Industry index
codes are based upon the Standard Industrial Classifica-
tion (SIC) system and provide comparability with a wide
assortment of industry-based data for other economic phe-
nomena, including productivity, production, employment,
wages, and earnings.

IN THIS CHAPTER

Known until 1978 as the Wholesale Price Index or WPI,
the Producer Price Index is one of the oldest continuous
systems of statistical data published by the Bureau of Labor
Statistics, as well as one of the oldest economic time series
compiled by the Federal Government. When first published
in 1902, the index covered the years from 1890 through
1901. The origins of the index can be found in an 1891
U.S. Senate resolution authorizing the Senate Committee
on Finance to investigate the effects of the tariff laws “upon
the imports and exports, the growth, development, produc-
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tion, and prices of agricultural and manufactured articles
at home and abroad.”1

The first index, published on the base period 1890-99,
was an unweighted average of price relatives for about 250
commodities. Since that time, many changes have been
made in the sample of commodities, the base period, and
the method of calculating the index. A system of weighting
was first used in 1914, for example, and major sample ex-
pansions and reclassifications were implemented in 1952
and 1967.

The industrial price program’s original intent was to
measure changes in prices received for goods sold in pri-
mary markets of this country. The conceptual framework
and economic theory guiding the program’s evolution, while
more implicit than explicit, concentrated on obtaining the
price received by either a domestic producer or an importer
for the first commercial transaction.

One of the major limitations of the traditional method-
ology was its reliance on judgment samples of commodities
and producers. This practice resulted in a system that was
too heavily composed of volume-selling products made by
larger firms. The PPI therefore did not adequately reflect
the behavior of the multitude of products whose individual
transactions values might have been small but which col-
lectively accounted for a sizable portion of the economy.
Another result of judgment sampling was that the output of
many industries was completely overlooked. Before the tran-
sition to the current methodology began, products covered
by the PPI program only accounted for about half of the
total value of output by the mining and manufacturing sec-
tors. The practice of assigning equal weight to price reports
from each producer of a given commodity, regardless of
any disparity in size among these firms, may have caused
some distortions.

Another limitation of the traditional PPI methodology
was its commodity orientation, which, while important, did
not provide compatibility with the industry orientation of
most other Federal economic time series. The PPI’s unique
commodity classification scheme made it difficult to com-
pare producer price movements with data for most other
economic variables that were expressed in terms of the Stan-
dard Industrial Classification.

These and other weaknesses in the industrial price pro-
gram, combined with increased development of the theory
of price indexes in preretail markets, spurred several changes
in terminology and operations during the 1970s. The 1978
program name change from Wholesale Price Index to Pro-
ducer Price Index, for example, was intended to reempha-
size that the industrial price program continues to be based
on prices received by producers from whoever makes the

first purchase, rather than on prices paid to wholesalers by
retailers or others further down the distribution chain. This
new nomenclature was accompanied in 1978 by a shift in
the Bureau’s analytical focus from the all commodities price
index (which was popularly called “the” Wholesale Price
Index) to the Finished Goods Price Index and the other com-
modity-based stage-of-processing price indexes.

These changes were a prelude to the most comprehen-
sive overhaul of industrial price methodology in the
program’s history. Also begun in 1978, this overhaul was
phased in gradually until the transition to the current meth-
odology was essentially completed in January 1986.

Description of Survey

Universe
The Producer Price Index universe consists of the out-

put of all industries in the goods-producing sectors of the
American economy—mining, manufacturing, agriculture,
fishing, and forestry—as well as gas, electricity, and goods
competitive with those made in the producing sectors, such
as waste and scrap materials. Imports are no longer included
within the PPI universe; however, the BLS International
Price Program publishes price indexes for both imports and
exports. (See chapter 18.) Domestic production of goods
specifically made for the military is included, as are goods
shipped between establishments owned by the same com-
pany (termed interplant or intracompany transfers).

The output of the services sector and other sectors that
do not produce physical products is also conceptually within
the PPI universe, although actual coverage is incomplete.
As of January 1996, the PPI program publishes data for
selected industries in the following industry groups: Rail-
road, water, and air transportation of freight; air passenger
transportation; motor freight transportation and warehous-
ing; U. S. Postal Service; petroleum pipe lines; services in-
cidental to water transportation; tour operators and travel
agencies; hotels and motels; communications; health ser-
vices; real estate; business services; electrical power and
natural gas utilities; automotive rental and leasing; and scrap
and waste materials collection. While funding is currently
insufficient to permit full coverage of services, key sectors
have been targeted for inclusion. Over the next few years,
coverage will be expanded to include significant represen-
tation of the health services, real estate, and business ser-
vices industries. Areas wholly overlapping the Consumer
Price Index, such as personal services, will not be targeted.

Prices
One crucial task in designing a price index is to define

what constitutes the “price” whose changes are to be mea-
sured. A seemingly simple question such as “What is the

1 Senate Committee on Finance, Wholesale Prices, Wages, and Trans-
portation, Senate Report No. 1394, “The Aldrich Report,” Part I, 52nd Con-
gress, 2d sess., March 3, 1893; and U.S. Department of Labor, Course of
Wholesale Prices, l890–1901, Bulletin No. 39, March 1902, pp. 205–09.
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price of steel?” is unanswerable until it is made more spe-
cific.

For the purposes of the industrial price program, a price
is defined as the net revenue accruing to a specified pro-
ducing establishment from a specified kind of buyer for a
specified product shipped under specified transaction terms
on a specified day of the month. This definition points up
the several price-determining variables that must be clari-
fied before a cooperating business establishment can report
a meaningful price for any of its products to BLS. For ex-
ample, if a company charges more for a red widget than a
white one, color is one of the price-determining variables;
if all widgets sell for the same price regardless of color,
color is not a price-determining variable.

Because the PPI is meant to measure changes in net rev-
enues received by producers, changes in excise taxes—rev-
enues collected on behalf of the government—are not re-
flected. But changes in rebate programs, low-interest
financing plans, and other sales promotion techniques are
reflected to the extent that these policies affect the net pro-
ceeds ultimately realized by the producer for a unit sale. If
an auto manufacturer offers retail customers a rebate of $500,
the manufacturer’s net proceeds are reduced by $500, and
the PPI for new cars would reflect a lower price. (Conversely,
termination of a rebate program would be treated as a price
increase.) But if a retail car dealer offers retail customers
an additional rebate whose cost is absorbed by the dealer
rather than the manufacturer, such a rebate would not af-
fect the PPI. (The Consumer Price Index, of course, would
reflect a customer rebate regardless of whether it was spon-
sored by the manufacturer or the dealer.)

The statistical accuracy of producer price indexes de-
pends heavily on the quality of the information voluntarily
provided by respondents. BLS emphasizes to cooperating
businesses the need for reports of realistic transaction prices,
including all discounts, premiums, rebates, allowances, etc.,
rather than list or book prices. The use of list prices in the
industrial price program has been the exception rather than
the rule. Even before the conversion to the current method-
ology, a BLS survey showed that only about 20 percent of
traditional commodity indexes were based on list prices.
Inasmuch as the current methodology is more systematic
than the older methodology in concentrating on actual trans-
action prices, the use of list prices is even less frequent
now.

Neither order prices nor “futures” prices are included,
because the PPI tries to capture the selling price for output
being shipped in that same month, not in some other time.
Changes in transportation costs are reflected in industry
price indexes only when the producing company delivers
the product itself without hiring a third party shipper.

Most prices refer to one particular day of the month,
namely, the Tuesday of the week containing the 13th of the
month; this pricing date can range between the 9th and the

15th. There are exceptions for some products, however. A
number of farm products are priced on a day of the week
other than Tuesday. Prices for some refined petroleum prod-
ucts are commonly an average of prices during the first 10
working days of the month or the prices received by oil
refineries on the tenth working day. Price indexes for natu-
ral gas to pipelines, liquefied petroleum gas, some indus-
trial chemicals, and compact discs and audio tapes are still
based on data for the calendar month as a whole and there-
fore lag 1 month behind other indexes. The November in-
dex for natural gas to pipelines, for example, would reflect
price changes that actually occurred in October. Although
most prices reported to the Bureau are the selling prices of
selected producers, free on board (f.o.b.) point of produc-
tion, some prices are those quoted on organized commodity
exchanges or at central markets; this practice is most often
found among farm products.

Product change and quality adjustment
Although the same product usually is priced month af-

ter month, it is necessary to provide a means for bridging
over changes in detailed specifications so that only real price
changes will be measured. An adjustment is especially im-
portant when one product is replaced by a new one. Even
when companies report their selling prices based on altered
transaction selling terms (e.g., price per 1,000 sold instead
of price per 100), or when there is a change in the number
or identity of companies reporting to BLS, routine steps are
taken to ensure that only true price changes influence the
index.

When a company respondent reports a price that reflects
a physical change in a product, the Bureau uses one of sev-
eral quality adjustment methods. The direct comparison
method is used when the change in the physical specifica-
tion is so minor that no product cost differences result; in
this instance, the new price is directly compared to the last
reported price under the former specifications, and the af-
fected index reflects any price difference.

When changes in physical characteristics of a product
cause product cost differences, however, the Bureau attempts
to make an accurate assessment of real price change by tak-
ing systematic account of quality differences. The explicit
quality adjustment method is especially important for auto-
mobiles, machinery, and other types of goods that undergo
periodic model changes. For these goods the usual method
for quality adjustment involves the collection of data from
reporting companies on the costs they have incurred in con-
nection with the quality change. For example, if the selling
price of a new model car is $500 more than the previous
model year’s version, and $200 of that increase is due to
the extra product cost and normal margin associated with
the addition of government-mandated safety equipment,
then the real price has only risen by $300; the change in the
passenger car index will reflect only that amount, not the
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nominal price rise of $500.
Unfortunately, it is not always possible to obtain a value

for quality adjustment if, for example, the respondent is
unable to estimate the production cost difference between
an old item and a new one, or if an explicit comparison
between an entirely new product and a previous product is
not feasible. In such cases, the Bureau may have to assume
that any difference in price between the old and the new
items is entirely due to quality differences; the Bureau, there-
fore, employs the “overlap” method (if possible). Under this
method, the Bureau collects prices for both the old and the
new item over a period of time and chooses 1 month as the
overlap month. The difference between the prices of the
two items in the overlap month is assumed to represent the
value of their quality differences. For purposes of calculat-
ing the official price index, the Bureau uses price changes
for the old item through the overlap month but thereafter
follows price changes only for the new item.

When resource cost information is absent from the re-
porter concerning product attributes that have changed, a
different yardstick is employed to measure these missing
values. It has been very difficult to estimate the value of
improvements or deteriorations in products manufactured
by companies included in “high tech” industries such as
computers, semiconductors, and so forth. These industries
may frequently develop new products that are technologi-
cally superior and cost less. The conventional quality ad-
justment methodology is suitable for situations in which
increased resource costs for producing a product are neces-
sary for improved performance. This is the exact opposite
of what typically happens in industries that manufacture
sophisticated products comprised of electronic components.
This inverse relationship between cost changes and quality
changes requires many different techniques for index con-
struction, especially in the area of quality adjustment.2 An
alternative quality adjustment technique using hedonic re-
gressions has been incorporated into PPI adjustment pro-
cesses3. Hedonic regressions estimate the functional rela-
tionship between the characteristics embodied in the
products in a market and the products’ selling prices. They
yield estimates of “implicit prices” for  specified product
characteristics that may be used to value the quality im-
provement resulting from changes in the various  charac-
teristics embodied in a product. The value of the quality
improvement can then be removed from the reported price
change to obtain a measure of the pure price change appro-
priate for the PPI.

Classification
The Producer Price Index family of indexes consists of

several major classification systems, each with its own struc-
ture, history, and uses. However, indexes in all classifica-
tion systems now draw from the same pool of price infor-
mation provided to BLS by cooperating company reporters.
The three most important classification structures are: (1)
industry; (2) commodity; and (3) stage of processing.

Industry classification. A Producer Price Index for an in-
dustry is a measure of changes in prices received for the
industry’s output sold outside the industry (that is, its net
output). As previously stated, the SIC 4-digit industry code
is the basis for the industry price index system. Price in-
dexes have also been available since 1985 for many more
highly aggregated industry series at the 3- and 2-digit lev-
els, as well as for total mining industries and total manu-
facturing industries.

Nearly every 4-digit industry price index is accompa-
nied by detailed indexes representing price movements for
the various products made in that industry. Code numbers
for these indexes at the 5-digit (product class) and the 7-
digit (individual product) levels often follow the product
codes and titles established by the Bureau of the Census as
extensions of the SIC structure. Sometimes, however, BLS
assigns its own codes and titles.

In general, there may be as many as three kinds of prod-
uct price indexes for a given industry. Every industry has
primary product indexes to show changes in prices received
by establishments classified in the industry for products
made primarily, but not necessarily exclusively, by that in-
dustry. The industry under which an establishment is clas-
sified is determined by those products accounting for the
largest share of its total value of shipments. In addition,
most industries have secondary product indexes to show
changes in prices received by establishments classified in
the industry for products chiefly made in some other indus-
try. Finally, some industries may have miscellaneous re-
ceipts indexes to show price changes in other sources of
revenue received by establishments within the industry.

Commodity classification. The commodity classification
structure of the Producer Price Index organizes products by
similarity of end use or material composition, regardless of
whether these products are classified as primary or second-
ary in their industry of origin. This system is unique to the
PPI and does not match any other standard coding struc-
ture such as the SIC or the United Nations Standard Inter-
national Trade Classification. Historical continuity of in-
dex series, the needs of index users, and a variety of ad hoc
factors were important in developing the PPI commodity
classifications.

Fifteen major commodity groupings (2-digit level) make
up the all commodities index. Of these, 2 major commodity

2 See “New Price Index for the Computer Industry,” by James Sinclair
and Brian Catron, Monthly Labor Review, October 1990.

3 Since January 1991, the Bureau has published a computer price index
incorporating these new quality adjustment procedures. In addition, series for
other high–tech industries related to computers may also incorporate these
new techniques of adjusting for embodied technological change.
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groupings form the index for farm products and processed
foods and feeds, while the other 13 are grouped into the
industrial commodities price index. Each major commod-
ity grouping includes (in descending order of aggregation)
subgroups (3-digit), product classes (4-digit), subproduct
classes (6-digit), and individual items (8-digit). The struc-
ture of the traditional commodity classification system thus
follows a strict, consistent hierarchy.

Corresponding indexes. Nearly all 8-digit commodities
under the traditional commodity coding system are now
derived from corresponding industry-classified product in-
dexes. In such instances, movements in the traditional com-
modity price indexes are identical to movements of their
counterparts. Although most traditional commodity price
indexes continue to be published on their own original base
period, the corresponding industry product price indexes
are published on a base of the month of their introduction.
Therefore, monthly percent changes for corresponding in-
dexes will be virtually identical even though their respec-
tive index levels may differ.4

Specifications for 8-digit commodities priced under the
current methodology generally follow Census Bureau defi-
nitions and are considerably broader than those formerly
used for traditional commodity indexes. Because compa-
nies report prices for a broad range of commodity and trans-
action-term specifications within a given commodity in-
dex, it is not feasible to publish meaningful average prices
for individual commodities. Price indexes are usually cal-
culated by constructing an index for each reporting
establishment’s price and then averaging these indexes, with
appropriate establishment weights, to derive the commod-
ity index.

Commodity-based stage-of-processing classification. Com-
modity-based stage-of-processing (SOP) price indexes re-
group commodities at the subproduct class (6-digit) level
according to the class of buyer and the amount of physical
processing or assembling the products have undergone.

Finished goods are defined as commodities that are ready
for sale to the final-demand user, either an individual con-
sumer or a business firm. In national income accounting
terminology, the Finished Goods Price Index roughly mea-
sures changes in prices received by producers for two por-
tions of the gross national product: (1) Personal consump-
tion expenditures on goods, and (2) capital investment
expenditures on equipment.5 Within the Finished Goods
Price Index, the consumer foods category includes unproc-
essed foods, such as eggs and fresh fruits, as well as pro-

cessed foods, such as bakery products and meats. The fin-
ished energy goods component includes those types of en-
ergy to be sold to households—primarily gasoline, home
heating oil, residential gas, and residential electricity. The
category for consumer goods other than foods and energy
includes durables such as passenger cars and household fur-
niture, and nondurables such as apparel and prescription
drugs. The capital equipment index measures changes in
prices received by producers of durable investment goods
such as heavy motor trucks, tractors, and machine tools.

The category for intermediate materials, supplies, and
components consists partly of commodities that have been
processed that still require further processing. Examples of
such semifinished goods include flour, cotton yarn, steel
mill products, and lumber. The intermediate goods category
also encompasses nondurable, physically complete goods
purchased by business firms as inputs for their operations.
Examples include diesel fuel, belts and belting, paper boxes,
and fertilizers.

Crude materials for further processing are defined as
unprocessed commodities not sold directly to consumers.
Crude foodstuffs and feedstuffs include items such as grains
and livestock. The crude energy goods category consists of
crude petroleum, natural gas to pipelines, and coal. Ex-
amples of crude nonfood materials other than energy in-
clude raw cotton, construction sand and gravel, and iron
and steel scrap.

Many major commodity-based stage-of-processing price
indexes exist continuously back to 1947. However, some
special groupings within this system (such as finished goods
less foods and energy) were first calculated in the 1970s
and have no historical record before then.

Industry-based stage-of-process classification. The Bureau
publishes industry-based stage-of-process indexes, with data
beginning in June 1985. These industry-based SOP indexes
combine industry price indexes with interindustry transac-
tion data from the 1987 input/output tables of the U.S. De-
partment of Commerce; the result is a rigorous price model
of the industrial economy.

The industry-based SOP system is grounded on SIC in-
dustries, which are allocated to processing stages based on
their transaction relationships to each other. The traditional
SOP system is grounded on commodities, which are allo-
cated to processing stages based on their degree of fabrica-
tion and on the class of their ultimate buyer.

Industry-based SOP data use net output and net input
weights that exclude transactions internal to an SOP com-
ponent and that limit measurement to include only those
transactions which affect other SOP components. This prac-
tice systematically eliminates multiple counting of price
change, a problem which affects some commodity-based
SOP indexes, particularly within the Intermediate Goods
category.

4 Lists of corresponding commodity codes and product codes appear in
Supplement to Producer Price Indexes, Data for 1990, pp. 353-86.

5 The Producer Price Index universe excludes the consumer services por-
tion of total consumption expenditures and the structures portion of invest-
ment expenditures.
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Industry-based SOP indexes are arranged to facilitate
economic analysis of the inflation transmission process by
maximizing the amount of frontflows within the system,
i.e., transactions from industries classified in an earlier stage
of process to industries classified in a later stage. Backflows
(i.e., transactions from a later stage of process to an earlier
stage) introduce circularity into what is ideally a sequential
system.

There are four major output SOP indexes: (1) Crude pro-
cessors; (2) primary processors; (3) semifinished proces-
sors; and (4) finished processors. There are also four major
material input SOP indexes, with two major subindexes for
final demand: (1) Material inputs to primary processors;
(2) material inputs to semifinished processors; (3) material
inputs to finished processors; and (4) material inputs to fi-
nal demand, including separate indexes for material inputs
to personal consumption and material inputs to capital in-
vestment.6

Other. There are several additional classification structures
within the PPI family of indexes. For example, producer
price indexes are available by durability of product. Alloca-
tion of individual commodities to durability-of-product cat-
egories (such as durable manufactured goods and total non-
durable goods) is based on the Census Bureau definition;
products with an expected lifetime of less than 3 years are
classified as nondurable, while products with a longer life
expectancy are considered durable goods. Special commod-
ity grouping indexes (such as fabricated metal products and
selected textile mill products) rearrange PPI commodity data
into different combinations of price series. In 1986, BLS
began publication of indexes measuring changes in prices
of material inputs to construction industries.

Most Producer Price Indexes, whether commodity- ori-
ented or industry-oriented, are national rather than regional
in scope. However, regional price indexes are published for
a few selected items, such as electric power, coal, sand and
gravel, scrap metals, and cement, where regional markets
are the rule rather than the exception.

Data Sources and Collection Methods

An industry as a whole is the basic starting point for
sampling, and each industry has an individually designed
and tailored sample. The first step in selecting a sample is
to construct a universe frame of establishments classified
within that industry. The primary source for compiling this
universe of establishments is the Unemployment Insurance

System, because most employers are legally required to par-
ticipate. Supplementary information from multiple, pub-
licly available lists is used to refine the industry’s frame of
establishments.

The next step in constructing an industry sample con-
sists of clustering establishments into price-forming units.
Each member of a price-forming unit must belong to the
same industry; establishments in a profit center that belong
to other industries are excluded in this step. An establish-
ment is defined as a production entity in a single location.
Two establishments may occupy the same or adjacent space
if they are separable by physical identification,
recordkeeping, or both. Establishments are the units for
which production and employment data are usually col-
lected; however, in many cases establishments are not the
appropriate unit for the collection of producer price data.
Several establishments owned by a single firm may be op-
erated as a cluster and constitute a profit-maximizing cen-
ter. In such cases, the business maximizes profits for the
cluster as a whole rather than for any one establishment. A
profit-maximizing center is therefore the price-forming unit.

Once a list of price-forming units in an industry has been
compiled, the list may be stratified by variables appropriate
for that industry. The criterion for identifying the sampling
strata is whether price trends may be different for different
values of a variable. For example, the size of the produc-
tion unit may cause differences in production technologies
and, thus, different responses to changes in demand or in-
put costs. Some industries may be characterized by geo-
graphically independent markets, which may become strata.
Within each stratum, units are usually ordered by size to
ensure a proportionate distribution of the sample.

The next step is to assign the number of units to be se-
lected in each stratum. This assignment may be in direct
proportion to the value of shipments by units in each stra-
tum. However, if there is evidence that some strata have
more heterogeneity in price change, these strata will be as-
signed a greater proportion of the total sample than their
simple shipment values would require. Each price-forming
unit is selected systematically with a probability of selec-
tion proportionate to its size. Ideally, the proper measure of
size would be the total revenue of the unit; however, in
practice, employment is used as a proxy because employ-
ment information is usually more readily available.

Once an establishment or cluster of establishments is
selected for pricing, a BLS field economist visits the unit to
solicit its cooperation. The management of the unit is as-
sured that their assistance is completely voluntary, and that
any information they agree to provide to BLS will be safe-
guarded under the strictest guarantees of confidentiality.
Current laws have consistently been interpreted to ensure
that no one other than sworn BLS employees, including
other government agencies, is allowed access either to in-
dividual company price information or to information that

6  See "New Stage-of-Process Price System Developed for the Producer
Price Index" by Robert Gaddie and Maureen Zoller, Monthly Labor Review,
April 1988.
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could identify reporting companies.
If the establishment agrees to participate in the Producer

Price Index program, the BLS field economist proceeds to
select those transactions to be priced through time from
among all the unit’s revenue-producing activities. A prob-
ability sampling technique called disaggregation is used to
select those transactions. The disaggregation procedure as-
signs to each category of items shipped, and to each cat-
egory of other types of receipts, a probability of selection
proportionate to its value within the reporting unit. The
categories selected are broken into additional detail in sub-
sequent stages until unique items, or unique types of other
receipts, are identified.

Even after a physically unique item has been selected, it
is usually necessary to disaggregate further. If the same
physical item is sold at more than one price, then the con-
ditions that determine that price—such as the size of the
order, the type of customer, etc.—must also be selected on
the basis of probability. This method for identification of
terms of sale (or transaction terms) both ensures that the
same type of transaction is priced over time and eliminates
any bias in the selection of the terms of sale.

To minimize the reporting burden on cooperating com-
panies, the disaggregation process described above usually
is completed within 2 hours in the initiation interview. (An
example of the product checklists used in this process is
shown at the end of this chapter.) Subsequently, reporting
companies agree to supply prices for those items selected
on an agreed-upon schedule, usually monthly but some-
times less often. BLS Form 473P, also shown at the end of
this chapter, is used for reporting producer prices. The de-
gree of cooperation generally remains high, although some
companies decline to participate from the beginning and
others may drop out of the program.

The publication of company-specific data in identifiable
form is prohibited in the statistical and research work of
BLS. Data from firms participating in the PPI survey are
encrypted to ensure the respondent’s confidentiality even
within the Bureau, so that only those few staff members
with an absolute need to know can identify a respondent.
Furthermore, publication criteria have been established to
prevent an inadvertent revelation of a respondent’s identity
to the public through the movement in a published index.

In most cases, publication of an index requires that: (1)
There be at least three different respondents in the survey;
(2) there is price information from at least two of these
reporting units in any given month; and (3) no single re-
spondent accounts for 50 percent or more of the total weight
for that item. With few exceptions, indexes which do not
meet these standards are not published. For series such as
those for agriculture, whose price data are compiled from
sources in the public domain, only one quote is required to
pass the test for number of respondents. BLS industry ana-
lysts may allow an index to be published if they determine

that confidentiality would not be compromised.
The BLS sample of each industry’s producers and out-

put must be updated every few years to account for chang-
ing market conditions. This procedure, called “resampling,”
takes place relatively often for industries marked by dy-
namic changes in production technology or industry struc-
ture. More stable industries need to undergo resampling
less frequently. In practice, many of the reporting compa-
nies and products included in the sample may be the same
both before and after resampling.

Data Processing

Producer Price Indexes are the output of a series of com-
puter subsystems which automate most operations. Although
previously limited to relying upon mainframe computers,
PPI data processing has increasingly turned to microcom-
puter and local area network (LAN)technologies.

After BLS field representatives conduct an initial sur-
vey of each reporting establishment, the data collected are
reviewed by the Bureau’s regional offices to ensure consis-
tency and completeness. These data are then subject to fi-
nal review by the Bureau’s national office staff. At that point,
a survey can be prepared, tailored specifically for each es-
tablishment listing all price-determining variables and terms
of sale for each selected product. These surveys are called
repricing schedules and, subsequently, are sent to the re-
porting establishment on a regular basis.

In the Bureau’s repricing system, the schedules returned
by the respondents are scanned by an optical character
reader, which logs in each form and captures the essential
data elements. The Bureau’s economists then verify the price
information and check for changes that might have been
missed by the optical character reader. The repricing sys-
tem makes possible the collection and processing of cur-
rent prices of over 100,000 items, as well as any changes in
the price determining characteristics of those items.

The estimation system takes the item prices from the
repricing system and calculates the published indexes, gen-
erating a variety of outputs used for production of printed
statistical tables, floppy diskettes, and mainframe data tapes.

These automated data processing systems for the PPI
facilitate the accuracy and timeliness of published PPI data
and protect the confidentiality of data supplied by the re-
spondents.

Estimating Procedures

Weights
If the Producer Price Index system were composed merely

of indexes for individual products, with no grouping or sum-
marization, there would be no need to devise a comprehen-
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sive weight structure. However, given the desire for numer-
ous indexes for groupings of individual products, there is a
need for a weight system that will let more important prod-
ucts have a greater effect on movements of groupings. With-
out a weighting structure, a 10-percent rise in gasoline prices
would have no more significance than a 10-percent rise in
greeting card prices.

Commodity and product aggregation weights. A price in-
dex for even the most finely detailed commodity or product
(usually termed a “cell index”) cannot be calculated with-
out applying a policy for weighting the individual price re-
ports received by BLS for each item. Reports of some estab-
lishments are given more weight than those from others in
accordance with data on shipment values provided to BLS
field representatives during the initiation interviews with
reporting establishments, adjusted by BLS probability se-
lection techniques.

To calculate both commodity and product indexes for
levels of aggregation above the cell index, BLS compiles
weights based on values of shipments derived from infor-
mation provided by the Bureau of the Census and a few
other sources.7 Product index weights, however, are based
only on values of shipments for those aggregations of prod-
ucts made within the same industry; thus, shipment values
for the same products made in other industries are not
counted.

Industry net output weights. In compiling price indexes for
4-digit SIC industries, as well as for more highly aggre-
gated industry group indexes, BLS employs net output val-
ues of shipments as weights. Net output shipment values
include only shipments from establishments in one indus-
try to establishments classified in other industries or to fi-
nal demand. By definition, then, net output shipment val-
ues differ from gross shipment values by excluding
shipments among establishments within the same industry,
even if those establishments are owned by separate and in-
dependent firms. The meaning of “net output” depends on
the context of the index grouping. The net output for total
manufacturing, for example, would be the value of manu-
factured output shipped outside the entire manufacturing
sector, e.g., to the construction sector or to consumers. In
addition to the value of shipments data supplied by the Cen-
sus of Manufactures, BLS also constructs appropriate net
output price indexes through the use of data on detailed
industry flows from the input-output tables compiled by the

Bureau of Economic Analysis of the U.S. Department of
Commerce, and other detailed industry data. Currently, in-
dustry price indexes are calculated primarily with 1992 net
output weights and 1987 input-output relationships.

Weights for traditional commodity groupings. Weights for
individual commodity price indexes, and in turn for com-
modity grouping price indexes, are based on gross value of
shipments data, as compiled by the Bureau of the Census
and a few other sources. This is in contrast to the net output
weights used for industry indexes. These commodity weights
represent the total selling value of goods produced or pro-
cessed in the United States, f.o.b. production point, exclu-
sive of any excise taxes. Since January 1987, shipment val-
ues between establishments owned by the same company
(termed interplant transfers) have been included in com-
modity and commodity grouping weights; interplant trans-
fers had been excluded from the weight structure before
then.

Commodity and commodity grouping weights are up-
dated periodically to take into account changing produc-
tion patterns. Since January 1996, these weights have been
derived from the total net selling value of commodities re-
ported in the 1992 economic censuses. From January 1992
through December 1995, 1987 shipment values formed the
foundation for commodity and commodity grouping weights.
From January 1987 through December 1991, 1982 weights
were used. Between January 1976 and December 1986, 1972
weights were used. Updated weights are incorporated into
the PPI system in a manner that does not require recalcula-
tion of indexes for earlier periods.

BLS does not publish the actual values used as weights,
but does publish what is called a relative importance for
each commodity and commodity grouping. The relative
importance of an item represents its basic value weight,
including any imputations, multiplied by the relative of price
change from the weight date to the date of the relative im-
portance calculation, expressed as a percentage of the total
value weight for the all commodities category. Data show-
ing the relative importance of commodity groupings with
respect to the three major stage-of-processing groupings are
also available.

BLS calculates relative importance data for December
of each year. Except when entirely new weights are intro-
duced from the latest industrial censuses, or when there are
sample changes affecting a given grouping, relative impor-
tance data usually change from one December to another
solely because of relative price movements. The relative
importance of a commodity will rise if its price rises faster
than the all commodities index; conversely, a commodity
whose price falls or rises less than the all commodities in-
dex will show a smaller relative importance. Published rela-
tive importance data are not used, however, as fixed inputs
by the Bureau to calculate monthly price indexes. Rather,

7 Information currently used for calculating weights throughout the PPI
family of indexes is largely taken from the following censuses conducted by
the Bureau of the Census of the U.S. Department of Commerce: (1) Census
of Manufactures; (2) Census of Mineral Industries (which includes oil and
gas production); (3) Census of Agriculture; and (4) Census of Service In-
dustries. Other current weight sources include the Energy Information Ad-
ministration of the U.S. Department of Energy and the National Marine Fish-
eries Service of the U.S. Department of Commerce.
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each commodity’s actual weight value fluctuates each month
in accordance with its previous price movements. Theo-
retically, the Bureau could calculate and publish a new set
of relative importance data every month. Relative impor-
tance data for any given commodity grouping also change
when its components are subjected to a sample change.

Commodity-based stage-of-processing indexes. For com-
modity-based stage-of-processing indexes, weights are al-
located to detailed SOP indexes at the subproduct class (i.e.,
6-digit) level of commodity code series. These detailed SOP
indexes are in turn aggregated to broader SOP indexes, such
as finished goods, and also to SOP special groupings, such
as finished goods excluding foods and energy. Allocations
of subproduct classes to detailed SOP indexes appear in a
table of relative importance data published in the annual
supplement to the monthly PPI Detailed Report (formerly
Producer Price Indexes).

The value-weight of a single subproduct class may be
allocated among several different commodity-based SOP
categories to reflect different classes of buyers. For example,
a portion of the value-weight of the citrus fruits index has
been assigned to the index for crude foodstuffs and feedstuffs
to represent the proportion of citrus fruit sold to food pro-
cessors; most of the rest of the value-weight for this group-
ing has been assigned to the index for finished consumer
foods. The allocations of these value-weights to various SOP
categories are currently based on input-output studies for
1972 conducted by the Bureau of Economic Analysis. The
relative value-weights within any subproduct class are the
same as for those within the commodity classification
scheme.

Industry-based stage-of-process indexes. For both sets of
indexes within the industry-based stage-of-process system,
industry data are weighted into SOP totals based on their
1992 Census value of shipments since January 1996. In-
dustry data may be allocated to more than one industry-
based SOP, as in the commodity-based SOP system described
above.

For net output industry-based SOPs, net output weights
are allocated at the 4-digit industry level. The net output
value includes only that portion of output value which goes
to industries in other stages of process and excludes ship-
ments among industries within a stage of process. A listing
of the assignment of specific industries to the four net out-
put SOP groupings appears in the methodology study by
Gaddie and Zoller referenced at the end of this chapter.
BLS does not publish industry-level weights for either the
net output or the material input industry-based SOP
schemes.

For material input industry-based SOP groupings,
weights are generally allocated at the 4-digit product class
level (i.e., primary product class series for industry out-

puts); however, there are some exceptions where narrower
product classes may be used. In either case, the weights for
these product classes are assigned on a wherever-made ba-
sis, so that weights for secondary products are also included.
Specifically, gross-weighted product classes that are con-
tributed as inputs to each SOP category are weighted ac-
cording to their proportionate use ratio, which indicates
what portion of each product class is used collectively by
industries assigned to that SOP category. Also, to eliminate
transactions internal to an SOP industry, product figures
representing SOP inputs originating from within the same
SOP are given a net input weighting in addition to the pro-
portionate use ratio which applies to all of the SOP input
data. A net input ratio is applied which reflects the propor-
tion of inputs received from industries outside the stage of
process in question.

Seasonal adjustment
PPI series are selected for seasonal adjustment if statis-

tical tests indicate seasonality and if there is an economic
rationale for the observed seasonality. Both indexes and rates
of change can be published on a seasonally adjusted basis.

Direct and aggregative adjustment. All commodity code
series, and a few SOP series, that are seasonally adjusted
are adjusted directly, by applying the X-11 ARIMA proce-
dure based on a multiplicative model to data for the latest 8
calendar years.8 Seasonal factors for the latest full calendar
year are used to generate adjusted data for the current year.
Most commodity-based stage-of-processing series, however,
are adjusted by the indirect or aggregative method, which
is more appropriate than direct adjustment for broad cat-
egories whose component series show strongly different
seasonal patterns. Under the aggregative method, direct
adjustment is first applied to indexes at lower levels of de-
tail, and thereafter the adjusted detail is aggregated up to
yield the broad SOP index. (For those detailed series which
have not been selected for seasonal adjustment, the origi-
nal, unadjusted data are used in the aggregation process.)
Specifically, commodity groupings at the subproduct class
level (i.e., 6-digit commodity codes) are usually first aggre-
gated to detailed SOP series; after those detailed SOP se-
ries have been seasonally adjusted directly, they are aggre-
gated to form the seasonally adjusted total SOP series. There
are several exceptions to this general scheme, such as the
energy and food groupings at all three major stages of pro-
cessing, and all subproduct classes within the Finished
Goods index; in these cases, the subproduct class data are
adjusted directly rather than after first being aggregated to
a detailed SOP series.

8 A general description of how seasonal adjustment procedures are typi-
cally applied at BLS is given in appendix A at the end of this Handbook.
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Intervention. Some index series show erratic behavior which
can cause problems in making an accurate seasonal adjust-
ment. An index series whose underlying trend has experi-
enced a sharp and long-lasting shift will generate distorted
results when put through the X-11 ARIMA procedure. Trend
shifts have been observed, for example, when petroleum
prices have reacted to major policy changes instituted by
the Organization of Petroleum Exporting Countries (OPEC)
cartel—a recurring event which happens at infrequent and
irregular intervals. Another kind of distorting change may
occur when the seasonal pattern itself changes, such as when
many firms within an industry decide to change the months
of the year in which they will institute their regular price
increases.

In order to compensate for those instances where such
distortions are both substantial and identifiable, an estab-
lished method of intervention analysis, developed at BLS,
is sometimes applied.9 In recent years, BLS has used inter-
vention analysis in seasonal adjustment for various refined
petroleum products, passenger cars, and tobacco products.
Broad SOP indexes that are adjusted by the aggregative
method and that have been affected by such distortions are
corrected by applying intervention analysis to those com-
ponent detailed series where the problem has been observed.

Missing prices
If no price report from a participating company has been

received in a particular month, then the change for that
price will in general be estimated by averaging the price
changes for the other items within the same cell (i.e., for
the same kind of products) for which price reports have
been received.

Rounding policy
Whenever rounding is performed to prepare PPI data

for publication, the data are rounded to the nearest tenth of
a decimal place. To derive monthly or annual average in-
dexes, BLS bases its calculations on unrounded data; index
figures are rounded at the final step only. Before 1991, an-
nual averages for index series based on commodity code
data were calculated by using the rounded published in-
dexes for the individual months; this is no longer the case.
Annual averages for industry and product indexes have al-
ways been based on unrounded indexes.

To derive seasonally adjusted indexes, rounded published
data which are unadjusted are divided by rounded seasonal
factors; the seasonally adjusted index data which result are
then rounded for publication.

When BLS displays percent changes in association with
any index data (whether unadjusted or seasonally adjusted),

these changes are calculated on the basis of the published,
rounded indexes.

Index calculation
In concept, the Producer Price Index is calculated ac-

cording to a modified Laspeyres formula:

( )i a i a oI Q P Q P= ∑ ∑ ×/ 1 0 0
where:

P
o
 is the price of a commodity in the comparison period;

P
i
 is its price currently; and

Qa represents the quantity shipped during the weight-
base period.

An alternative formula more closely approximates the
actual computation procedure:

( )( )[ ]i a o i o a oI Q P P P Q P= ∑ ∑ ×/ / 1 0 0

In this form, the index is the weighted average of price
relatives, i.e., price ratios for each item (P

i
 /P

o
). The ex-

pression (Q
a
 P

o
) represents the weights in value form, and

the P and Q elements (both of which originally relate to
period “a” but are adjusted for price change to period “o”)
are not derived separately. When specifications or samples
change, the item relatives must be computed by linking
(multiplying) the relatives for the separate periods for which
the data are precisely comparable.

Analysis and Presentation

Analysis
In 1978, as the transition to the current methodology

began, BLS also shifted its analytical focus. Prior to that
time, the Bureau’s economic analysis had focused on the
all commodities index, the industrial commodities index,
and other highly aggregated major commodity groupings.
During the 1970s, however, when price changes were par-
ticularly volatile, it became clear that these indexes were
subject to a bias from the multiple counting of price changes.
In brief, a multiple-counting bias means that price changes
for components that go through many stages of processing
have an excessive influence on aggregate index series. This
problem is common among highly aggregated traditional
commodity groupings because they are calculated from price
changes of commodities at several stages of processing,
where each individual price change is weighted by its total
gross value of shipments in the weight-base year.

To illustrate the multiple-counting problem, suppose that
the price of cotton rises sharply. If this price increase is
passed through by spinners of cotton yarn, then by weavers

9 See “On the Use of Intervention Analysis in Seasonal Adjustment” by J.
A. Buszuwski and S. Scott, Proceedings of the Business and Economics
Section, American Statistical Association, 1988.
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of gray cotton fabric, then by producers of finished cotton
fabric, and finally by shirt manufacturers, the single price
increase for the raw material cotton would have been in-
cluded five times in the all commodities index and four
times in both the industrial commodities category and in
the major commodity group for textile products and ap-
parel. Inasmuch as prices throughout the economy are al-
ways changing at different rates, multiple counting can re-
sult in rates of change for aggregated price indexes that are
highly misleading, both because material prices tend to be
more volatile than finished goods prices are and because
gross output values are used as weights for major commod-
ity groups. (Less aggregated commodity grouping indexes
that cover only a single stage of processing are not affected
by this multiple-counting defect.)

Commodity-based stage-of-processing indexes are cur-
rently the central classification structure used by the Bu-
reau for analyzing price trends in the general economy be-
cause they minimize the multiple-counting problem. In
particular, since 1978 the Finished Goods Price Index has
been stressed by the Bureau as the single most important
index. This index measures inflation in consumer and capi-
tal goods, upon which demand for materials and other in-
puts depends. Both this index and the Crude Materials for
Further Processing Index are largely free of multiple-count-
ing problems because they are rather strictly defined. The
Intermediate Materials, Supplies, and Components Index,
however, is a residual, encompassing everything that can-
not fit into one of the other two major stage-of-processing
categories. This index, therefore, includes several different
stages of processing (three such stages in the example of
the shirt above) and is affected by the multiple-counting
problem. Industry-based stage-of-processing indexes pro-
vide another solution to the problems inherent in aggre-
gated price indexes based upon a weighting structure using
gross shipment values.

Presentation
Producer price indexes are usually issued in the second

or third week of the month following the reference month.
The specific monthly dates for each year are announced
prior to the beginning of each calendar year and are deter-
mined by the pricing date of the previous month. The
monthly summary PPI news release—available without
charge from the Bureau—shows the most recent originally
released and revised data for all commodity-based stage-
of-processing indexes and for selected major commodity
groupings that comprise the bulk of these indexes. While
all indexes in the news release are shown on an unadjusted
basis, seasonally adjusted monthly percent changes also are
shown for many series; price changes over the last 12 months
are also included. Even though the news release can dis-
play only a limited number of PPI series, all Producer Price
Indexes are available at the time of the release and are con-

sidered officially published at that time.
The monthly PPI Detailed Report is published several

weeks after the news release date and is available to the
public from the U.S. Government Printing Office on a paid
subscription basis. The monthly detailed report currently
includes most published indexes within the PPI family of
indexes that are not seasonally adjusted; data for series which
duplicate those whose codes appear in print are available
only on request. The Detailed Report also shows yearly
percent changes, both seasonally adjusted and unadjusted
monthly percent changes, and a few seasonally adjusted
indexes. In addition, it contains a narrative section explain-
ing the most significant price movements within major
stage-of-processing and industry groups for that month.
When appropriate, special technical articles discuss the latest
sample changes (usually effective in January and July of
each year), updates in seasonal adjustment factors or
weights, or other changes in methodology or presentation.
Occasionally, a longer article provides a more in-depth ex-
planation of the economic background underlying recently
observed price movements.

A subscription to this periodical also includes an annual
supplement. This supplement, commonly mailed to sub-
scribers in the summer of the year following the reference
year, provides final monthly indexes and annual averages
for the calendar year, as well as tables of relative impor-
tance data effective for December of that year. Neither the
monthly periodical nor the annual supplement includes in-
formation on actual dollar prices for any item.

Printouts of tables of historical price indexes for any PPI
series are available from the Bureau on request, usually
without charge. Two computer tapes are available at cost;
one shows complete historical tables for all individual com-
modities and commodity groupings, commodity-based
stage-of-processing groupings, durability-of-product group-
ings, and other indexes from older PPI structures, and the
other shows complete historical records for industry-based
SOP groupings and for industry and product indexes clas-
sified according to the SIC and the Census product codes.
Complete historical records are also available on micro-
fiche at cost. Monthly diskettes showing the latest monthly
values and the previous 12 months of data for most series
included within the PPI news release are also available.
The monthly PPI news release may also be accessed on-
line through the Internet.

Seasonally adjusted data. Because price data are used for
different purposes by different groups, BLS publishes sea-
sonally adjusted as well as unadjusted data each month.
For economic analysis of price trends, seasonally adjusted
data are usually preferred because they are designed to elimi-
nate the effect of changes that normally occur at about the
same time and in about the same magnitude each year—
such as price movements resulting from normal weather
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patterns, regular production and marketing cycles, model
changeovers, seasonal discounts, and holidays. Data that
are seasonally adjusted can therefore reveal more clearly
long-term or cyclical trends.

The economic analysis that the Bureau conducts for PPI
data are normally based on seasonally adjusted data. Unad-
justed data are used for analysis when a series has not been
selected for seasonal adjustment. Because seasonal adjust-
ment is a tool for enhancing economic analysis, those in-
dex series which the Bureau deemphasizes for the purpose
of economic analysis are deliberately not calculated on a
seasonally adjusted basis. In particular, those producer price
indexes which are subject to the multiple-counting prob-
lem described earlier, such as the all commodities index
and the indexes for the major commodity groups, are not
available on a seasonally adjusted basis.

The unadjusted version of PPI data are of primary inter-
est to those who need information which can be more readily
related to the dollar values of transactions. For example,
unadjusted data are used in price escalation clauses of long-
term sales or purchase contracts.

The latest 5 years of seasonally adjusted data are revised
at the beginning of each year. This is in addition to the 4-
month revision, discussed below, which applies to all PPI
data both seasonally adjusted and unadjusted. The newly
revised 5-year histories for seasonally adjusted data are made
available with the release of January data in mid-February
of each year.

Revised data. All unadjusted Producer Price Indexes are
routinely subject to revision only once, 4 months after origi-
nal publication, to reflect late reports and corrections by
company respondents. Once revised, indexes are consid-
ered final. The Bureau does not use the term “preliminary”
to describe the originally released PPI numbers, because
“preliminary” usually describes data that are based on a
small sample of information and that are typically subject
to large revisions. When Producer Price Indexes are first
released, they are typically based on a substantial portion
of the total number of returns that will eventually be re-
ceived from respondents; hence, subsequent revisions are
normally minor, especially at the more highly aggregated
grouping levels. “First published” or “originally released”
are more appropriate terms than “preliminary.” Changes
in previously published data caused by a processing error
are so indicated in a subsequent news release and/or de-
tailed report; such occurrences are rare.

Calculating index changes. Movements of price indexes
from one month to another should usually be expressed as
percent changes rather than as changes in index points be-
cause index point changes are affected by the level of the
index in relation to its base period, while percent changes
are not. Each index measures price changes from a refer-

ence period which is defined to equal 100.0. The current
standard base period for most commodity-oriented PPI se-
ries is 1982, but many indexes that began after 1982 are
based on the month of their introduction. The following
tabulation shows an example of the computation of index
point and percent changes.

                      Index point change

Finished Goods Price Index 121.3
Less previous index 118.5
Equals index point change 2.8

Index percent change

Index point change 2.8
Divided by previous index 118.5
Equals 0.024
Results multiplied by 100 0.024 x 100
Equals percent change 2.4

An increase of 20 percent from the reference base pe-
riod in the Finished Goods Price Index, for example, is
shown as 120.0. This change can be expressed in dollars as
follows: Prices received by domestic producers of a system-
atic sample of finished goods have risen from $100 in 1982
to $120 today. Likewise, a current index of 133.3 would
indicate that prices received by producers of finished goods
today are one-third higher than what they were in 1982.

From time to time, the Bureau updates its standard ref-
erence base period. The change to the 1982=100 base oc-
curred in January 1988; before that, 1967 was used as the
standard reference base year. For reasons explained above,
any change of standard reference base periods leaves calcu-
lations of percent change for any index virtually unaffected.
However, care must be taken to ensure that indexes on one
base period are not being incorrectly compared against in-
dexes for the same series expressed on a different base pe-
riod.

Uses and Limitations

Producer price indexes are used for many purposes by
government, business, labor, universities, and other kinds
of organizations, as well as by members of the general pub-
lic.

Economic indicator
The Finished Goods Price Index is one of the Nation’s

most closely watched indicators of economic health. Move-
ments in this index are often considered to presage similar
changes in inflation rates for retail markets, as measured
by the Bureau’s Consumer Price Index. While this may
sometimes be the case, there are many reasons why short-
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term movements in the PPI and the CPI may diverge. For
example, the Finished Goods Price Index by definition ex-
cludes services, which constitute a major portion of the CPI.
The Producer Price Index does not measure changes in prices
for imported goods, while the Consumer Price Index in-
cludes imports. Conversely, the CPI does not capture changes
in capital equipment prices, a major component of the Fin-
ished Goods Price Index. Large swings in producer prices
for foods and other items may be considerably dampened
by the time retail prices are measured.

Other commodity-based stage-of-processing price in-
dexes besides the Finished Goods Price Index are used for
general economic analysis. Because prices for food and en-
ergy have tended to be so erratic in recent years, some econo-
mists prefer to focus attention on an index such as finished
goods other than foods and energy as a better measure of
the so-called “core” or “underlying” rate of inflation. The
Index for Intermediate Materials, Supplies, and Compo-
nents is closely followed as an indicator of material cost
pressures that may later appear in the Finished Goods Price
Index and/or the CPI. The index for crude materials other
than foods and energy is quite sensitive to shifts in total
demand and can be a leading indicator of the state of the
economy; its limited scope, however, makes it less reliable
as an indicator of the future status of inflation in general.
The stage-of-processing structures are especially well suited
for analysis of the inflation transmission process.

Deflator
Producer Price Index data for capital equipment are used

by the U.S. Department of Commerce to help calculate the
gross domestic product (GDP) deflator and many of its com-
ponent deflators. PPI data at all levels of industry and com-
modity aggregation can be used to deflate dollar values ex-
pressed in current dollars to constant-dollar values for a
variety of economic time series, such as inventories, sales,
shipments, and capital equipment replacement costs. To il-
lustrate the deflation concept, suppose that nominal ship-
ment values for a given industry have doubled over a 10-
year span. If the Producer Price Index for that same industry
has tripled over the same time span, then the “real” (i.e.,
inflation-adjusted) value of shipments for that industry has
actually declined; higher prices would more than account
for the doubling of dollar shipment values, and physical
volume would have implicitly fallen.

Private business uses
Private business firms use PPI data to assist their opera-

tions in a variety of ways, in addition to using these figures
for general economic analysis or deflation as discussed
above. Producer price indexes are frequently cited in price

escalation clauses of long-term sales or purchase contracts
as a means to protect both the buyer and the seller from
unanticipated surges or drops in prices. For example, an
escalation clause may specify that the price for x number of
widgets being sold by company A to company B each year
will go up or down by a specified fraction of the percentage
of change in material costs, as measured by one or more
specified producer price indexes (often in conjunction with
the change in a measure of labor costs, such as the Employ-
ment Cost Index). Hundreds of billions of dollars in con-
tract values are tied to producer price ndexes through these
price escalation clauses; such clauses are common in both
government and private sector contracts.

Private companies can also use PPI data to compare
changes in material costs they incur against changes in the
PPI for that material. By the same token, they can compare
changes in the selling prices they charge for their own out-
put to changes in the PPI for the same kind of product. PPI
information is also employed in econometric models, in
forecasting, in market analysis, and in academic research.
PPI’s are frequently used in LIFO (Last-In, First-Out) in-
ventory accounting systems by firms wishing to avoid the
kind of “phantom profits” that might appear on their books
with a FIFO (First-In, First-Out) system.

Discontinued data
Those wishing to follow PPI data for a particular series

over a prolonged time span should be aware that highly
detailed indexes are more vulnerable to discontinuation by
BLS than are aggregated indexes. During the industry
resampling process described earlier, for example, an in-
dustry index (4-digit level) is commonly kept continuous
before and after the resampling process is completed, while
indexes for detailed products within that industry may be
discontinued and replaced by items that are new or that had
not been selected for pricing before. Finely detailed indexes
are also vulnerable to temporary suspension of publication.
The Bureau’s rules against disclosure of confidential infor-
mation preclude publication of indexes when fewer than
three companies are in the sample for a given product. Even
if there are three firms in the sample for a given product,
the Bureau will ordinarily publish that index only if at least
two companies actually report prices and if no single re-
porter accounts for more than half of the market for that
product. When a detailed index disappears either tempo-
rarily or permanently, the Bureau routinely recommends
that users who had been following than index either choose
another detailed index within the same product grouping
or else switch their attention to a more highly aggregated
grouping index.

http://stats.bls.gov/hom/homhome.htm
http://www.dol.gov
http://stats.bls.gov
http://stats.bls.gov/hom/homhome.htm
http://www.dol.gov
http://stats.bls.gov
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